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Memorandum For: Robert Gates

From:

Subject: US options on implementing economic sanctions

against Libya.

The discussion of options available to the US for
implementing economic sanctions against Libya are clear and all
inclusive. From the list, option #2 seems the most reasonable
compromise between the conflicting interests of US firms and US
policy intentions.

-— Option #2 reduces the cost to US firms, while not
significantly reducing the impact of US economic sanctions

-- Reasonable limits could be established on the additional
time allowed for US firms to sell their assets in Libya
after which legal penalties would result if business
continued.

- Libyan assets frozen in the US provides some recource for
those firms unable to resolve operations within the new time
constraints,

-- Adoption of option #2 would leave open the door for new US
requests for European support for economic sanctions against
Libya.

Other options available to the US include the select use of
extraterritoriality to prevent the continued sale of embargoed US

goods to Libya by foreign countries. For example, Libya's
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national airline is in need of spare parts for its Boeing
aircraft. France and other West European states have been
willing to supply such parts to keep Libyan planes safe. The US
could threaten to stop the sale of Boeing parts or flights into
the US of such nations that continue to assist Libya in
circumventing US economic sanctions. This policy would be

consistent with option #2.
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LIBYAN ECONOMIC SANCTIONS

ISSUE PFOR DECISION

Implemeni:ing our Januaty 7 decision to sever economic ties
with Libya raimses some political and economic questions. Our
- choices would appeatr to be: 1) ordecr all companies to sever
their ties immediately, preserving our political position but -
letting Qadhaf { realize substantial economic benefits; 2) give
- Some companigs an extension to work out prompt termination
arrangements with Libya, potentially limiting the economic
benefits to Libya but allowing some U.S. business beyond the
Pebruary 1 deadline; or 3) allow some companies to transfer

Lheir operatioms to foreign subsidiaries, substanially reducing

. windfalls to Libya, but shifting cather than severing some
' major economic ties. : ' o ‘ : :

i ESSENTIAL PACTORS

- 8ome U.8. companies operating in Libya face the proapect o
forfeiting substanttial assets to Libya (€ the Pebruary 1
- deadline and its prohibition on transactions with Libya are
enforced strictly., They have acrgued that this would glve
- Qadhafi an economic windfall. This would be an undes{table

.. an economic boga. = - .

' To avoid this result (and substantial losses to =

.-Egﬂ_qutosult. ~The Executive Orders were not intended to give Libya

" 'themselves), t hese companies are asking pecmission to ttlnltnt

their Libyan operations to their forelgn subsidiaries. This
.. .- too {8 undesirable, because it may undermine the credibility o
L .- our economic sanctions program, giving an appearance of

‘conditions (e.g., revocable, remittances to the U.S. -
* -prohibited), we could not impose meaningful production limite,
" since the Libyan government controls those decisiona under the
concession agreementa. Also undesisable would Ye the transiec
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ue in reducing ties with Libya, or at least to refrain from
fi1l1ing {n for ourz companies. o S

-The potentialswindfail is hard to quantify. “The five oil
concessionaires &tgue, reasonably, that Libya will legally be
entitled to cancel the concessions if the coampanies can'g

" fulfill their obligations over s several wmonth period wikh no
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i . frresoluteness and confusing the signais we nave been trying 26 |
.y .. ‘9ive both Qadhafi and our allfes. While transfer might be with

of these asset s or comtracts to foreign companies, since we are
simultaneously attempting to convince thelcg Javetnnents Lo Join
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clear prospect of relief, even L{f the cause §» recognized to de
force majoure. (The concessions are 9overned by Libyan law.)
The clock would start ticking when they default on their
January 3] payment obligations iwhich total about $178 3

" million). Unless the concessionattes cegain their cights after
& change {n government in Libya, which cen't be considered too
~likely, the economic benefit to Libya would be the present

"~ value of the entire long-term <oncessions. 1f Libya were to
tesell the concession shares for an immediate infusion of cash,
the vindfyll might be estimated at about $700 (fair market :
value calqulated at ¢ times recent avescage eacnings), Bowever,
such estimat es ate very speculative, pParticularly given the
current oil market depression and the possibility that the

. Companies can tie the title up in acbitration for a time. - 1f
Libya wereq ta macrket the oi} itself and pocket tor tventy or so
years Lthe $1-$1.50 per barrel profit the companies have been
making, the ‘windfall® aight have a discounted present cash
~value of approximately $1 billion (assuming ' a 108 discount
factor and a steady rate of production and profit margins).

The windfall {n the case of two service company situations
-'we have lgoked at could be in the range ot $44-50 million (in
equipmaent and accounts tece{vable). Similar sirtuations [ T '
- raise the windfall from service Companies above $200 million.
~ These companies operate {n the oil, construction and other
. sectors. Theic situations are not so long-verms, howvever. It
is less clear that Libya would be legally entitled to the full
. amounts these companies claim to have at risk than it s that
~ Libya would have rights to take back c¢ne o1l concessfions.,
The U.8. freeze of Libyan government assets gives us some
w. leverage to freduce the economic windfall to Libya., A - _
-: . conditional offer to release the frozen assets aight get Libya

S " to make reasmonable settlement of the various accounts

. outstanding and damage Claims, to allow removal of valuable :
;- equipment or pay a feasonable price for i, ana perhaps to pay
" something for the conceasion rights or suspend rather than

i~ - tevoke them. The amcunt of assets in the U.S, itsel?, our

firmest leverage, has not yet been accurately deterninad;.

BRERNS 1Y now ‘pp.@fa“llkoiy that Libya Qouio suffer minimal ibort‘

AEJEg;TM : term dislocation coots if the U.S. concessfons and service
"jzj::j contzacts were terminated rather than transferced. . The

i1 operation of Libyan ofl fields is telatively sinple, mok -

tequicting advancead technology, and companies of a wide variet
of nstionalities, including east bloc companies, are providing.

;?“. . ‘Pull-out: of any subcontractor American p;}-6h661410 not

'1f,;,-,“czpectod»to intezrupt or significantly reduce production,
Wins . Moreover, wilhdrawal of Amer{car gerstrinel in LidyYyea w0ald not
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‘ be impaired by continuation or transfer of conceseions or .
' P . service contcacts to foreign subsidiaries: the concessionalres
B have no such personnel there; the sefvice subcontracts

. contemplate replacing any remaining Americans. lrequiced
g - event under the travel and #Ctlvicies cransa

in any
unrelated to ownership of the conkracts).

ctfon ban and

Since Libyan exit .
visas arp tequired, some Americans might become

|

2

4 payment of disputed damages and tax claims by the(c

”““ - 4t the companies are : ir contracts,
;?f T directly ox through subsidiacies. \ : '
3

b Libya's greatest vulnerability may 1fe jn its need to
i teplace the marketing atrangements provided by the U.8.

1 companies for their share of field production., However, Libya
SR is now marketing its own majority share, has a tepactedly
R R cspable narketing staff, and couls adiscount the o1l (up to the
PRI $1-$1.50 per barrel concessionaire profic) 4g necessary to

:? oo - Preserve macket share, wittout any economi

€ losa.

-~ - The basic options are:

, l.' beny agplicetions to'ttadaict‘to [
~ tefuge to p.r-tt‘any_oubstantial_contl

.- after Pebcuacy 1, using puasibie release of Libya's assety
e as lqvgtagcvto reduce any poteatial economic benefit to e,

ubcgdlitiii“ihd

N 2. Lemy transfer to foreign subafdiacies, but allow
W . . temparary Performance after Pedbruary ) of Cancession and
i ?5f‘_-aoloetod service contractg {where inmnediate tecraination

.would give Libya dl-proporttonute windfallg) vwhile S e

~ Compani es to work with Libya to terminate

-&8 saon ag poaaiblo.'al-ll.:ly Vaing the asset freeze
leverage, = . o . S S

- g

3¢ . AlYow the coapanies to transter of) ,
.- subsidi aries and Provide similar relief to selected service .-
. contractors. 8ervice companies wauld be sequized to
‘terminate ae scon s posaible. Licenses vould be made
. . fevocable and conditions could be attached (e.g.,
R temittances to the U.S. would be bacced

rights to Poreign

¢ ANnd the
- subsifiaries would be required to limie themselves to
- meeting the concession obligations). !
o SECRET L
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b DISCUSSION OP OPTIONS

1. DOnztl lications to transfer tb-aubctdtaites and tefuse to
pegmit any substantia

Pros - L z>?} : -
e nost clearly consistent with political i&t-tqo of .

complete U.8. - Libys economic Severance by Pedruary 1;

. Av@ldl any further “business as usval®;

. Payment by oil companiss of $178 million owed Libya te
deferred until assets are genecrally unfrozen. :

Cons |

[ ]

7Put- concessionaires in default, a

L tAengt henipg Libya's
Case {in any subsequent sett lement; S

b ’Hai moat substantial °windfall® potential to Libya

e (possibly as much as $1 billion before assat freeze
" release negotiations), _

L ]

: Houid not avoid thc'-nfée

freeze di--oluttqn.

2. Dcn! tian-I.t to foreign

d to ﬁegotiate terms of asset

cubslétlries' but ll1oU t
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f tformance of concession an SecNice contrecis while companies
: ’o work oul arrangements w t ibja. ‘ .
7 . Pros t}: - - |
® »‘night toduéc &tndtnlls iore‘th;h opfiéh:l. \ctitnq
companies negotiate without being cleacly in defanlt,
. Would be less contusing poiftical signal than transfer
to subaidiacies) I _ o S
- Cons | _ . _
° Would afiow some Business as usual directly by U.s.
compacies udile sertiement atrangements are worked
Put, including oil company Pay out of §178 milliton;
i Nould dswcien Sifficolr company negotiations and someg
- unavoidable U.8.-Li{byan negotiation, direct or '
indirect, over terms tor unfreexing Asszets;
. | T

Assets frozen in U.s.
pnlikely to get Libya
rights and avoid that

{amount not fétfdetetalnnd!
to compensate for concession
economic bdbenef{t to Libya;
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3. Alggg companies to transfer oil rights to toreign
|

A laries an rovide simi{lar e
: 8.

Pros . . : | o

"°ulc ’ . "-,':_,‘"L:é,f R
..'“t.‘:"""‘t, large vindtails to Libye of U.s.

o : .
| company
¢ Would avoid u.s.

P ‘_would be telatively simple to implement.
Would undercut argument that 9.S. naa

ties with Libya and could be
sub
the sanctions are hypocttttcaluag;:: :

severed economie
0 criticiss that
ham;

Would undeccut o T ' .
‘o her secricut ppoaition to thtfd-coqntry f4ll-in in
Would prodadly requite ue to aiiow oi1 companies

immed(atet '
- eiy to pay $11e n\\\}anAcutceatly oved Libya.
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